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partnership. As amended, section 704(d) 
provides, in general, that the adjusted 
basis of a partner’s interest in the part-
nership for the purpose of deducting 
partnership losses shall not include 
any portion of a partnership liability 
for which the partner has no personal 
liability. This restriction, however, 
does not apply to any activity to the 
extent that section 465 of the Code ap-
plies nor to any partnership whose 
principal activity is investing in real 
property, other than mineral property. 
Section 465 does not apply to corpora-
tions other than a subchapter S cor-
poration or a personal holding com-
pany. 

(ii) The restrictions in the amend-
ment to section 704(d) will not apply to 
any corporate partner with respect to 
liabilities incurred in an activity de-
scribed in section 465(c)(1). In all other 
respects the restrictions in the amend-
ment will apply to all corporate part-
ners unless the partnership’s principal 
activity is investment in real property, 
other than mineral property. 

[T.D. 7445, 41 FR 55344, Dec. 20, 1976]

§ 7.936–1 Qualified possession source 
investment income. 

For purposes of this section, interest 
earned after September 30, 1976 (less 
applicable deductions), by a domestic 
corporation, engaged in the active con-
duct of a trade or business in Puerto 
Rico, which elects the application of 
section 936 with respect to deposits 
with certain Puerto Rican financial in-
stitutions will be treated as qualified 
possession source investment income 
within the meaning of section 936(d)(2) 
if (1) the interest qualifies for exemp-
tion from Puerto Rican income tax 
under regulations issued by the Sec-
retary of the Treasury of Puerto Rico, 
as in effect on September 28, 1976, 
under the authority of section 2(j) of 
the Puerto Rico Industrial Incentive 
Act of 1963, as amended, (2) the interest 
is from sources within Puerto Rico 
(within the meaning of section 
936(d)(2)(A)), and (3) the funds with re-
spect to which the interest is earned 
are derived from the active conduct of 
a trade or business in Puerto Rico or 
from investment of funds so derived. 

[T.D. 7452, 41 FR 56794, Dec. 30, 1976]

§ 7.999–1 Computation of the inter-
national boycott factor. 

(a) In general. Sections 908(a), 
952(a)(3), and 995(b)(1)(F) provide that 
certain benefits of the foreign tax cred-
it, deferral of earnings of foreign cor-
porations, and DISC are denied if a per-
son or a member of a controlled group 
(within the meaning of section 
993(a)(3)) that includes that person par-
ticipates in or cooperates with an 
international boycott (within the 
meaning of section 999(b)(3)). The loss 
of tax benefits may be determined by 
multiplying the otherwise allowable 
tax benefits by the ‘‘international boy-
cott factor.’’ Section 999(c)(1) provides 
that the international boycott factor is 
to be determined under regulations 
prescribed by the Secretary. The meth-
od of computing the international boy-
cott factor is set forth in paragraph (c) 
of this section. A special rule for com-
puting the international boycott factor 
of a person that is a member of two or 
more controlled groups is set forth in 
paragraph (d). Transitional rules for 
making adjustments to the inter-
national boycott factor for years af-
fected by the effective dates are set 
forth in paragraph (e). The definitions 
of the terms used in this section are set 
forth in paragraph (b). 

(b) Definitions. For purposes of this 
section: 

(1) Boycotting country. In respect of a 
particular international boycott, the 
term ‘‘boycotting country’’ means any 
country described in section 999(a)(1) 
(A) or (B) that requires participation in 
or cooperation with that particular 
international boycott. 

(2) Participation in or cooperation with 
an international boycott. For the defini-
tion of the term ‘‘participation in or 
cooperation with an international boy-
cott’’, see section 999(b)(3) and Parts H 
through M of the Treasury Depart-
ment’s International Boycott Guide-
lines. 

(3) Operations in or related to a boy-
cotting country. For the definitions of 
the terms ‘‘operations’’, ‘‘operations in 
a boycotting country’’, ‘‘operations re-
lated to a boycotting country’’, and 
‘‘operations with the government, a 
company, or a national of a boycotting 
country’’, see Part B of the Treasury 
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